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ASSOCIATES

CHARTERED ACCOUNTANTS

Auditors’ Report
To the Sharcholders of Siddharthn Bank Limited
Report on the Consolidated Finanelal Statements

We have audited the accompanying consolidated financial statements of Siddhartha Bank Limited and
its subsidiaries, which comprise the consolidated balance sheet as of July 15, 2007 (Ashadh 31, 2074)
and the consolidated profit and loss account, statement of changes in equity and cash flow statement
fur the year then ended and a significant accounting policies and other explanatary notes,

Management's responsibility for the Financial Statemenis

Management is responsible for the preparation and fair presentation of the consolidated financial
statements in aceordance with the Nepal Financial Reporting Standard and for such internal control
as management determines is necessary to enable the preparation of consolidated financial
statements thot arc free from material misstalement, whether due to fraud or error,

Anecditors responsibility
Our responsibility is to express an opinion on these consolidated financial statements based on our
audit, We conducted our awdit in aceordance with Nepal Standards on Awditing. Those standards

require that'we comply with ethical requirements and plan and perform the audit to obtain reasonable
musurance shout whether the consolidated finnneial statements are free of material misstatement

An audit involves performing procedure to obtain evidence about the amounts and disclosures in the
financial statements. The procedures sclected depend on the auditor's professional judgment,
including the assessment of the risks of material misstatement of the financial statements, whether
due to fraud or error. In making those risk assessments, the anditor considers the internal eontrol
relevant to the entity’s preparation and fair presentation of the financial statements in order (o desizn
audit procedures that are appropriate in the circumstanees, but not for the purpose of expressing an
opinion on the effectivencss of entity's internal control.

An audit alse includes evaluating the appropriateness of the accounting policies used and the
reasonableness of accounting estimates made by the management, as well as evaluating the overall
prezentation of the financial statements,

We believe that the audit evidenoe we have obtained is sufficient and appropriate to provide a basis for
QLT o,

fasis for Disclaimer of Opinion

The applicable financial reporting framework for the Bank was changed to Nepal Financial Reporting
Standards (NFRS) from Nepal Accounting Standards effective from fiscal vear starting 17 July 2015
Para 21 of Nepal Financial Reporting Standards 1 required that an entity's first NFRS complian
financial statements shall include at least three statements of financial position, two statements of
comprehensive income, two separate income statements (if presented), two statements of cazh flows
and two statements of changes in equity and related notes, including comparative information.

However, consolidated financial statements have not been prepared applying Nepal Financial
Reporting Standard and financial information of previous vears have not been restated and disclosed
bazed on transitional provision of NFRS .

The cumulative effect of not restating, presenting and disclosing conselidated fnancial information
based on transitional provision of Nepal Financial Reporting Standards is uncertain-ind could be
material and pervasive. N

posle
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Disclaimer of Opinion

Because of the matters deseribed in the Basis for Disclaimer of Opinion paragraph, we have nod been
able 1o obtain sufficient appropriate audit evidence regarding cumulative effect of not restating
fnancial items and making additional disclosure as required by transitional provision for first tme
adoption of Nepal Financial Reporting Standards to provide a basis for an audit opinion. Accordingly,
we do not express an opinion on the consolidated financial statements which have not been prepared
in accordance with Nepal Financial Reporting Standards.

Heport on the requirements of Banks and Financial Institutions Act 20633 and Company
Act 2063

We have obtained satisfactory information and explanations asked for, which to the best of our
knowledge and belief were necessary for the purpese of our audit and the returns recefved from the
branch offices of the bank, though the statements are independently not andited were adequate for the
purpose of the audit.

The Bank has not measured the investment made in shares of a listed company categorized as ‘Held
for Trading' and *Available for Sale” on "Marked to Market’ Basis resulting in understatement of
investment and correspondingly, ke reserve, by NPR 1,404,284,988 which in our opinion, is pod in
gecordance with Nepal Rastra Bank Unified Directives.

Except as noted in the preceding paragraph and our opinion regarding eonsolidated  financial
statements not having been prepared in accordance with the applicable linancial reporting framework
required for the fiscal year, the consolidated financial statements incleding the comsolidated Balance
Sheet, the consolidated Profit and Loss Account and the Cash flow Statemwent have been prepared in
all material respect in accordance with financial reporting framework as specified by Nepal Rastra
Bank, and they are in agreement with the books of accounts of the Bank; and the accounts and records
of the Bank are properly maintained in accordance with the prevailing laws.

To the best of gur information and according to the explanations given to us, in the course of our
audit, we observid that the loans have been provisioned and written off as specified; the business of
the Bank was conducted satisfactorily, and the Bank's transactions were found to b within the scope
of its authority. We did not come across cases of accounting, related fraud and the cases where the
board of directors or any director or any office bearer of the Bank has acted contrary to the provisions
of law or caused loss or damage to the Bank or committed any misappropriation of the funds of bank.

Sunir Kumar Dhu rlp;]
Managing Pariner

Date: January o4, 2018
Place: Kathmandu
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Auditors' Report ASSD'GIATES

To the Sharcholders of Siddhartha Bank Limited CHARTERED ACCOUNTANTS
Report on the Financial Statements

We have aodited the accompanying financial statements of Siddharths Bank Limitesl which comprise
the balanee sheet os of July 15, 2017 (Ashadh 31, 2074) and the profit and loss account, statement of
changes in equity and cash flow statement for the year then ended and a significant accounting
policies and other explanatory notes,

Management s reaponsibility for the Financial Stalements

Management i responsible for the preparation and fair presentation of the financial statements in
accordance with the Nepal Financial Reporting Standard and for such internal control as managemsent
determines is necessary to enabbe the preparation of fAnancial statements that are free from material
misstatement, whether due to fraud or error,

Auditor's responsibiliiy

Our cesponsibility i3 to express an opinbon on these financial statements bascd on oor audil,. We
conducted onr awdit in sccordanee with Nepal Standards on Awditing, Those standsards reguice thin
wi comply with ethical requirements and plan and perform the awdit o obtain reasomable assuranee
about whether the financial statements are froe of material misstatement.

An audit invodves performing procedure to obdain evidence about the amounts amld disclosures o the
financial stalements. The procedures selected depend on the auditer’s professhonal judgment,
including the assessment of the risks of material misstatement of the financial statements, whether
due to fravd or ermor. In making those risk assessmenis, the auditor considers the imernal contro
relevant to the entily’s preparation and fair presentation of the financial statements in order bo design
audit procedures that are appropriate in the circumstanses, but not for the purpose of expressing an
opinion on the effectivencss of entity’s internal contral,

An audit also includes evaluating the appropriaténess of the accounting policies uwsed and the
reasonableness of accounting estimates made by the management, as well as evaluating the overall
presentation of the financial stalements.

W believe that the audit evidence we have obtatned is sufficient and appropriaie 1o provide a basis for
aur opinion.

Basiz for Dscloimer of Opinion

The applicable financial reporting framework for the Bank was changed to Nepal Financial Beporting
Standards (WFRS) from Nepal Accounting Standards effective from fiscal vear starting 17 July 25,
Para 21 of Nepal Financial Reporting Standards 1 required thal an entitys first NFRS coimplian
financial statements shall include at least three statements of financial position, two statements of
comprehensive income, two separate income statements (if presented), two statements of cash Mows
and two statements of changes in equity and related notes, including comparative information,

However, financial statements have not been prepared applyving Nepal Finpncial Reporfing Stamdarcd
and fnancial information of previows wvears have not been restated and disclosed based on
transitional provision of NFRS 1.

The cumulative effect of nol restating, presenting and disclosing conzolidated finaneial information
bazed on transitional provision of Nepal Financial Eeporting Standards i= uncertain and could be
matenal and pervasive,

o
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Disclaimer af Opinion

Because of the matters deseribed in the Basis for Disclaimer of Opinion paragraph, we have not been
able to obtain sufficient appropriate audil evidence regarding cumulative effect of not restating
financial items and making additional disclosure as required by transitional provision for first lime
adoption of Nepal Financinl Reporting Standards to provide a basis for an audit opinion. Accordingly,
we do' nol express an opinion on the financial statements which have not been prepared in accordance
with Mepal Financial Reporting Standards.

Report on the requirements of Banks and Financial Institutions Act 20673 and Company
Act 206

We have obtained satisfactory information and explanations asked for, which to the best of our
knowledge and belief were necessary for the purpose of our audit and the returns received from the
branch olfices of the bank, though the statements are independently not audited were adeguate lor the
purpose of the andit.

The Bank hos ool measuced the investment made in shares of o listed company categorized as " Hebl
for Trading’ and ‘Available for Sale’ on “Marked to Market' Basis resulling in understatement of
investment and correspondingly, the reserve, by KPR 1.404,284, 988 which in our opinian, is not in
accordance with Nepal Rastea Bank Unified Directives,

Except as noted in the preceding pormagraph and our opinion regarding financial statements not having
been prepared in accordance with the applicable financial reporting framewark required for the fiscal
year, the financial statements including the Balance Sheet, the Profit and Loss Account and the Cash
flow Statement have been prepared in all material respect in accordance with financial reporting
framework as specified by Nepal Rastra Bank, and they are in agreement with the books of accounts of
the Bank: and the accounts and records of the Bank are properly maintained in accordance with the

prevalling laws,

To the best of our Informatien and sccording to the explanations given to us, in the course of o
audit, we observed that the boans have been provisioned and written off as specified; the business of
the Bank was conducted satisfactorily, and the Bank's transactions were found 1o be within the scope
of i1z authority. We did not come across cases of accounting related fraud and the cases where the
board of directors or any director or any office bearer of the Bank has acted contrary to the provisions
of law or caused logs or damage to the Bank or committed any misappropriation of the funds of bank.

,‘%uwf_:- /-;.

Sunir Kumar Dhungel
Managing Pariner

Date: January o4, 2018
Place: Eathmandu
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Disclosures of Basel-I11

1. Capital Structure and Capital Adequacy:

. Tier 1 capital and a breakdown of its components:
Rs. In "000"
S.N. Particulars Amount
a Paid up Equity Share Capital ( inc. Calls In Advance) 6,628,879
b Share Premium
[ Proposed Bonus Equity Share 955,656
d Statutory General Reserve 1,359,611
S Retained Earnings 74 441
f Unaudited current year cumulative profit -
g Capital Redemption Reserve -
h Capital Adjustment Reserve 19,428
i Dividend Equlization Reserves -
j Debenture Redemption Reserve 656,023
k Deffered Tax Reserve
1 Other Reserves -
m Less : Deferred Tax Assets (60,206)
n Less : Not written off Fictitious Assets (12,661)
0 Less:Investment in equity of institutions with financial interests (347,820)
Total Tier 1 Capital 9,273,351
. Tier 2 capital and a breakdown of its components:
Rs.. In "000"
Particulars Amount
a Cumulative and/or Redeemable preference Share -
b Subordinated Term Debt 601,408
[ Hybrid Capital Instruments -
d General Loan Loss Provision 740,686
e Investment Adjustment Reserve 10,683
f Assets Revaluation Reserve
g Exchange Equilisation Reserve 31,126
h Other Reserves 60,206
Total Tier 2 Capital 1,444,109

Subordinated Term Debts:

1.

At the Bank issued SBL Debenture 2075 in FY 2011/12 for Rs.400 million with face value Rs 1,000. As per NRB Directives,
80% of the subordinated term debt has been amortized till this year. Main features of Siddhartha Bank Limited Debenture 2075
are as follows:

Maturity period: 7 Years.

Interest rate: 11 % per annum.

Interest Payment frequency: Half Yearly.

Claim in case of liquidation: After depositors.

Debenture Redemption Reserve shall be created to redeem the Bond at Maturity.
The debenture can be pledged with other banks and financial institution.

Listed with Nepal Stock Exchange

At the same, the bank issued SBL Debenture 2076 in FY 2012/13 for Rs. 303 million with face value of Rs.1000. As per NRB
Directives, 60% of the subordinated term debt has been amortized till this Year. The salient features of SBL Debenture 2076 are
as follows:

Maturity period: 7 Years.

Interest rate: 8% per annum.

Interest Payment frequency: Half Yearly.

Claim in case of liquidation: After depositors.

Debenture Redemption Reserve shall be created to redeem the Bond at Maturity.
The debenture can be pledged with other Banks and financial institution.

Listed with Nepal Stock Exchange

At the same, the bank issued SBL Debenture 2078 in FY 2014/15 for Rs. 500 million with face value of Rs.1000. As per NRB
Directives, 20% of the subordinated term debt has been amortized till this year The salient features of SBL Debenture 2078 are
as follows:

Maturity period: 7 Years.
Interest rate: 7.50% per annum.
Interest Payment frequency: Half Yearly.
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. Claim in case of liquidation: After depositors.
. Debenture Redemption Reserve shall be created to redeem the Bond at Maturity.
. The debenture can be pledged with other Banks and financial institution.

. Listed with Nepal Stock Exchange
Deductions from Capital:

The Bank has investments of Rs.32.82 million in the equity shares of Siddhartha Insurance Limited, Rs. 51 million in Siddhartha
Capital and Rs. 264 million in Reliance Life Insurance Ltd, which has been deducted from the core capital while computing capital

adequacy.
. Total Qualifying Capital:
(Rs. In "000")
Particulars Amount
Core Capital 9,273,351
Supplementary Capital 1,444,109
Total Capital Fund 10,717,460
2. . Risk weighted exposures for Credit Risk, Market Risk and Operational Risk:
(Rs.In "000")
Particulars Amount
Risk Weighted Exposure for Credit Risk 76,538,843
Risk Weighted Exposure for Operational Risk 3,221,850
Risk Weighted Exposure for Market Risk 132,898
Adjustments under Pillar I1:
Add: 4% of Gross income of last FY due to supervisor is not satisfied with sound 1,057,544
practice of management of operational risk (6.4 a 7)
Add: 4% of the total RWE due to inadequate risk management policies and proce- 3,195,744
dures of the Bank (6.4 a 9)
Total Risk Weighted Exposure (After Pillar IT Adjustment) 84,146,878
. Risk Weighted Exposures under different categories of Credit Risk:
(Rs. In "000")
S. No. Categories Risk Weighted Exposure
1 Claims on Government & Central Bank
2 Claims on Other Financial Entities -
3 Claims on Domestic Banks that meet CAR 130,789
4 Claims on Domestic banks that do not meet CAR -
5 Claims on Foreign Banks (ECA 0-1) 120,231
6 Claims on foreign bank ( ECA 2) 685,151
7 Claims on foreign bank ( ECA Rating 3-6) -
8 Claims on foreign bank incorporated in SAARC region operating with 34,285
a buffer of 1% above their respective regulatory capital requirement
9 Claims on Domestic Corporates 34,596,603
10 Claim on Foreign Corporates (ECA 0-1) 873
11 Claim on Foreign Corporates (ECA 7) 13,994
12 Claims on Regulatory Retail Portfolio (Not Overdue) 12,203,924
13 Claims secured by residential properties 1,323,057
14 Claims secured by residential properties( overdue) 30,215
15 Claims Secured by Commercial Real Estate 1,669,044
16 Past due claims(except for claim secured by residential properties) 556,634
17 High Risk Claims 16,332,205
18 Investments in equity and other capital instruments of institutions 649,430
listed in the stock exchange
19 Investment in Equity of Institution not listed in the Stock Exchange 112,939
20 Staff Loan secured by residental property 388,567
21 Cash In transit and other cahs items in the process of collection -
22 Other Assets 1,140,381
23 Off Balance Sheet Items 6,550,521
Total 76,538,843
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(Rs. In "000")
Particulars Amount
Total Risk Weighted Exposures 84,146,878
Total Core Capital Fund 9,273,351
Total Capital Fund 10,717,460
Total Core Capital to Total Risk Weighted Exposures % 11.02
Total capital to Total Risk Weighted Exposures % 12.74
. Amount of Non performing Assets (both Gross and Net)
(Rs. In "000")
Particulars Amount Loan Loss Provision Net NPL
Restructured/Rescheduled - - -
Sub-Standard 369,231 92,308 276,923
Doubtfull 162,860 81,430 81,430
Loss 339,519 339,519 -
Total 871,610 513,256 358,353
o NPA Ratios
Particulars in %
Gross NPA to Gross Advances 1.30
Net NPA to Net Advances 0.54
. Movement in Non Performing Assets
(Rs. In "000")
Particulars This Year Previous Year Change (%)
Non-Performing Assets 870,713 828,957 5.04
. Written Off Loans and Interest Suspense
Rs. In "000"
Particulars Amount
Loan Written Off 73,469
Interest Suspense 231,644
o Movements in Loan Loss Provision and Interest Suspense:
(Rs. In "000")
Particulars This Year Previous Year Change (%)
Loan Loss Provision 1276916 1,156,824 10.38
Interest Suspense 231,644 268,632 (13.77)
o Details of Additional Loan Loss Provisions:
(Rs. In "000")
Particulars This Quarter
Pass 142,846
Restructured/Rescheduled (7,146)
Sub-Standard 43,792
Doubtfull (15,949)
Loss (43,450)
Total 120,093
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. Segregation of Investment Portfolio:
(Rs. In "000")
Particulars This Quarter
Held for Trading 40,585
Held to Maturity 446,167
Available for Sale 609,465
Total Investment 1,096,217
3. Risk Management Function:

Siddhartha Bank has specific internal review mechanism to assess its position regarding each separate risk area including Credit Risk,
Market Risk and Operational Risk.

Credit Risk

The Bank has its own Credit Policy Guidelines to handle the Credit Risk Management philosophy that involves a continual measurement
of probability of default/loss; identification of possible risks and mitigations. The provisions of Capital Adequacy Framework -2015
are complied in line to line basis to overcome the Credit Risk. In order to manage and eliminate the credit risk, the Bank has a practice
of maintaining the best quality assets in its book. The Bank’s Credit Policy elaborates detailed procedures for proper risk management.
The Bank has delegated credit approval limits to various officials to approve and sanction various amount of credit request based on
their individual expertise and risk judgement capability.

As a check and balance mechanism, each credit case requires dual approval. Regular monitoring of the credit portfolio ensures that the
Bank does not run the risk of concentration of portfolio in a particular business sector or a single borrower. Similarly the Bank also
exercises controlled investment policy with adequately equipped resource looking after the investment decisions.

To cap these all, the Bank has a strong Credit Committee in place comprising of various Directors from the Board of the Bank which
reviews all credit proposals beyond a specified amount

Types of eligible credit risk mitigants used and the benefits availed under CRM.

Particulars Eligible CRM( Rs 000)
Deposit with Bank 540,667
Deposit with Other Bank/FI -
Total 540,667
Market Risk

Bank risk management committee has approved the market risk policy of the Bank. As for the monitoring of market and liquidity risk,
the Bank has an active Assets and Liability Management Committee (ALCO) in place which meets regularly and takes stock of the
Bank’s assets and liability position and profile of assets & liabilities, monitors risks arising from changes in exchange rates in foreign
currencies. All foreign exchange positions are managed by treasury consisting of front office dealers with specific dealing limits and
an independent back office. The back office executes the deals made by the dealers and also monitors the liquidity position of the
Bank. For the purpose of proper check and control, the front dealing room of treasury and the back office have different reporting
line.

Operational Risk

As a part of monitoring operational risks, the Bank has devised operational manuals for various Banking functions, which are reviewed
and modified time to time as per the changing business context.

The Bank has adopted dual control mechanism in its all operational activities where each and every financial and non financial
transaction is subject to approval from an authority higher than the transaction initiator. Regular review meetings are conducted to assess
the adequacy of risk monitoring mechanism and required changes are made as and when felt necessary. Independent reconciliation
unit is established to conduct daily reconciliation of all Nostro/agency accounts, Inter-Branch and Inter-Department account under
direct supervision of Manager Finance & Treasury, Head Office. The Bank has independent internal audit, which reports to the Audit
Committee of the Bank. The Audit Committee meets frequently and reviews the business process and financial position of the Bank.
In order to have better focus on managing operational risks across branches and to monitor them from Head Office level, the Bank has
separate Branch Operation and Control & Compliance Department at Head Office. The Bank has strong MIS in place to monitor the
regular operational activities.
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